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Audit Committee 
Minutes of the meeting held on 14th September 2010
Present
Bill Roots 
(Committee Chairman)

Peter Lang

John Cox


Peter Derrick
Independent Advisor to Audit Committee


Michael Deakin
(Chairman of Investment Committee)


Angela Pober
(Guest Board Member)


Susan Martin
Director of Organisational Development


Mike Allen
Director of Pensions

Adrian Bloomfield
Director of Finance

Vanessa James
Director of Investments


Jeff Houston
Director of New Business


John Moyles
Interim Finance Manager

Minutes taken by
Greg Smith
Board Secretary
In attendance: 
Andrea White
District Auditor

                                  Paul Viljoen
Audit Manager, Audit Commission


Ian Armfield
PwC Engagement Partner


Penny Flint
Audit Manager, PWC

Roona Ellis
Investment Manager

Apologies:
Mike Taylor
Chief Executive (arrived from Item 2)

Icki Iqbal

1. INTRODUCTORY MATTERS

The Chairman began by welcoming the Chairman of Investment Committee, Michael Deakin, to the meeting. 
No declarations of interest were received.
Submission

The Executive report AC 307 reporting the minutes and action points of the meeting 22nd June 2010 for formal consideration and approval was presented to the meeting.

Discussion

Minutes of the previous meeting were approved. 
Turning to the action points the work being done to monitor the performance of JPMorgan was noted, as were the difficulties they had initially in providing information following the synthesising of equities. A report will go back to Committee once data has been collected and analysed.

The treatment of hedging payments was reviewed as part of the Audit and John Cox confirmed that he was satisfied with the handling of hedging payments. It was confirmed that the benefit or loss is included in the fund statement and matched in the same account.
Decision

[1]
The minutes of the meeting held on 22nd June 2010 were agreed and signed as a true record.
6.
INVESTMENT COMMITTEE ASSURANCE


Submission

The Executive report AC 312 providing an opportunity for Committee to discuss LPFA’s due diligence checklist and investment monitoring arrangements was submitted. 

Discussion

Michael Deakin introduced the report and gave a history of the due diligence checklist. Officers had always used a list for assessing potential investments but this was the first time that the checklist had been approved by Investment Committee. Amendments had been made to take into account comments made during the 2008-09 Audit and Investment Committee now believe this conforms to best practice.
Committee’s attention was drawn to the multiple sign off procedure which ensures that the checklist is being followed prior to the release of any money.

Vanessa James highlighted work done to improve the verification of the valuation of assets for the audit process, especially those investments which do not typically hold AAF or SAS reports. If any of the responses are unsatisfactory then action is taken. Care is taken to ensure all investments are independently valued and that consistency is achieved – especially in the area of Private Equity where a two stage process for valuation is in place. The External Auditors highlighted the significant progress made in this area and the improved interaction between the investment and accounting teams.

Peter Derrick felt the checklist was comprehensive although sought assurance that a common sense check was also applied.

Discussion turned to costs associated with running alternative investments and it was estimated that LPFA’s alternative assets account for around 50% of the Investment Team’s time. However they provide a reasonable risk return benefit and further work can be carried out once investments in private equity have been held for longer.

The Chairman felt that it had been an uncomfortable process but now LPFA is better placed to avoid pitfalls and maximise returns.

ESG issues were not included in the due diligence checklist but were assessed at an earlier stage. 

Decision
[1]
Committee questioned the Chairman of Investment Committee on the fund manager monitoring and confirmed they were satisfied with the due diligence checklist.
2.
EXTERNAL AUDIT

Submission

The Executive report AC 308 updating Committee on the progress of the 2009-10 audit, presenting a draft Annual Governance Report plus previously reported recommendations was submitted. 
Discussion

Adrian Bloomfield provided an initial overview of the paper, noting that overall the process had been much smoother and that only four audit recommendations had been received, none of which were high. Further work would be carried out on contributions, specific investment issues and asbestosis provision, for which an additional fee may be raised.
Andrea White discussed the draft Annual Governance Report and agreed that overall the process had been better with a higher level of engagement between Officers and Auditors. There had been a positive response to the recommendations made during the previous year. Outstanding issues were highlighted although it was anticipated that an unqualified opinion would be issued on resolution of these. The Chairman noted that is was important that the Investment Team and Finance Team were working closely together and that satisfactory investment models are being used, but didn’t feel any external assistance was required on these models.
Attention was drawn to the treatment of LPFA’s inherited future asbestos liability where following additional information received by the Auditors they felt a provision should be made for the future liability, rather than including a contingent liability as in previous years. More detailed analysis of future claims had been assessed by the Auditors and therefore under FRS 12 a provision should be included for future as well as current claims. A solution had been reached to reflect the nature of the liabilities and the reimbursement by the London Boroughs in the future. An additional fee would however be claimed.
The solution was not seen as the common sense option but it was agreed since it fell within the SORP guidance. It was important that this was explained carefully in the published accounts.

The capability of the finance function was discussed and Andrea White pointed out that a few mistakes were picked up but that in general knowledge had improved and should be retained.
An update on the abolition of the Audit Commission was presented and the Audit Commission will continue to audit LPFA’s accounts up to the 2011/12 audit. There will then be transitional arrangements made but these are unclear at the moment. There was no indication as to where the focal point for accounting issues would lie within the new Government administration.

Decision

[1]
Committee discussed and commented on the contents of the draft 

Annual Governance Report
[2]
Committee delegated to the Chairman authority to approve the 


statement of accounts for publication
[3]
Committee noted progress on the audit recommendations.

3.
INTERNAL AUDIT
Submission


The Executive report AC 309 was presented to Committee reporting current audit reports, and the monitoring of recommendations.

Discussion

Adrian Bloomfield introduced the item and highlighted the audit reviews completed and that the initial stage of the ICT controls report had been completed.

The findings of internal audit reviews carried out during the 1st quarter 2010-11 were summarised by PwC. The Journals report received high assurance with no recommendations to report while the Risk Management in Practice received no high or critical findings, although there were a number of best practice recommendations to implement.

The Chairman noted the recommendations in the Risk Management paper regarding realignment to the Strategic Objectives but felt that some way of maintaining the link to the directorate and committee was also necessary.


Previously reported recommendations were reviewed and the Chairman reiterated his desire to see progress on the JP Morgan monitoring report at the next Committee.

Decision

Committee
[1]
Reviewed the reports on the two completed audits
[2]
Noted the progress against the internal audit plan
[3]
Noted the monitoring of previous recommendations.

4.
FINANCIAL MANAGEMENT
Submission

The Executive report AC 310 reporting the Q1 position for the financial year 2010-11 was presented.
Discussion

John Moyles noted issues which had arisen during the quarter, minor under/over spends and the forecast overspend of £26k for the year end. These were mainly additional temporary staff required to cover maternity leave. It was noted that this is likely to be able to be contained during the year.

The debtor position as at 30th June 2010 was considered where there had been an increase in payroll recharges becoming overdue. This was down to the difficulties in chasing employers and was coupled with the member of staff responsible for this being replaced during the quarter. These have since been addressed.
Decision

Committee

[1]
Noted the Q1 2010-11 financial position
5.
RISK MANAGEMENT
Submission

The Executive report AC 311 reporting the Corporate Risk Register and status of action plans was submitted.
Discussion

Greg Smith highlighted risk register tasks which had missed their deadline and those which were likely to miss their deadline in the near future. The new risk on employers going into liquidation was noted, as were the steps being taken to mitigate this risk.
Committee considered the Corporate Risk Register and suggested that Committee might focus on the red and amber risks rather than including the green ones each time.

Decision
Committee
[1]
Noted progress against tasks in the Corporate Risk Register and the revised implementation dates.
7.
TREASURY MANAGEMENT
Submission
The Executive report AC 313 informing Committee of the status of cash management and compliance as at 30th June 2010 was submitted.
Discussion

John Moyles summarised the cash position at 30th June 2010 and noted the removal of all funds from Bank Santander. This had temporarily led to a cash build up in available accounts and the 25% limit had been exceeded by 1% in June with HSBC. Additional accounts have been opened with Barclays and more cash deposited with the Debt Management Office so it is unlikely the situation will be repeated.
Decision;
[1]
Committee noted the status of treasury management administration in the quarter to 30th June 2010
8.
LGPS MANAGEMENT AND INVESTMENT OF FUNDS
Submission
The Executive report AC 314 provided Committee with an update on the implementation of the LGPS Investment Regulations.
Discussion

The report was presented by Adrian Bloomfield who provided a history of the actions taken to ensure compliance with the recent regulations. The only outstanding issue is whether LPFA is required to have a separate bank account for pension fund monies. Following discussion with the Department for Communities and Local Government (CLG) it was confirmed that the legislation was not intended to apply to single purpose authorities, but that they were caught by the requirement. 

In order to be fully compliant LPFA needs to change internal procedures and assess amongst other things how unfunded elements of the pension can be paid. Committee requested that a further report be presented in February following discussion with the External Auditors. It was noted that LPFA was keen to lead the way in the pensions industry and did not want this issue to lead to a potential qualification of the accounts.
Decision;
[1]
Committee noted the content of the report
[2]
Committee requested an additional report on the subject to be presented in February 2011.

9.
RESIDUAL LIABILITY CLAIMS - ASBESTOSIS
Submission
The Executive report AC 315 updating Audit Committee on outstanding asbestos claims and their potential value was submitted.
Discussion

Committee noted the outstanding claims and use of a researcher to challenge the claims where possible. Peter Lang felt that the cost of defending the claims was significant in comparison to the level of damages and requested that these be reviewed. 
Investigation will also take place as to whether the future liability can be discounted when coming to the final figure to include in the provision in the 2009-10 Statement of Accounts.

Decision;
[1]
Committee noted current asbestosis claims and action taken to defend these. 
10.
FRAUD CONTROL FRAMEWORK
Submission
The Executive report AC 316 introducing LPFA’s Fraud Control Framework as a method of increasing awareness amongst stakeholders of actions taken to mitigate the risk of fraud was submitted.

Discussion

Greg Smith introduced the three sections to the Framework, emphasising the tasks required to communicate the action plan to Staff. 

Committee discussed points of contact for reporting instances of fraud and it was agreed that Adrian Bloomfield should be the member of CMT who is or determines the investigating officer and central point of contact for counter fraud investigations.

It was reported that one death overpayment is currently under investigation by the police.
Decision;
[1]
Committee approved the contents of the Fraud Control Framework.

 11.
INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)
Submission
The Executive report AC 317 updating Committee on the progress in the move to International Financial Reporting Standards was presented.

Discussion

The report was introduced by Adrian Bloomfield who described progress made against the Audit Commission’s checklist. Guidance from CIPFA is still awaited but Officers will begin to restate the 2009-10 accounts on an IFRS basis once this guidance has been published.

The Chairman queried whether additional support or guidance was required from Members, but it was confirmed by both Internal and External auditors that the approach being taken by LPFA was satisfactory.

A further report will be delivered in February 2011.

Decision;
[1]
Committee noted the contents of the report and requested that a further report be presented in February 2011.

12.
FINANCE RESTRUCTURE
Submission
The Executive report AC 318 informing Committee of the Finance Team restructure was presented.
Discussion

Adrian Bloomfield summarised the roles of the two sub-teams of the Finance Team – the corporate function and the pension fund accounting function. In addition the role of the commercial accountant for ad hoc financial services will be procured under contract.
The restructure makes two posts permanent and incorporates the skills already in existence in the Finance Team. 

Recruitment for a pension fund accountant has not been successful to date and Officers are assessing whether the advertising was placed in the correct manner or the appropriate agency used. Ian Armfield suggested that Hewitts had recently undergone an outsourcing exercise and therefore some of these individuals might be candidates.

The Chairman pressed the importance of these roles and stated they should be included in the draft budget to Board.

Decision;
[1]
Committee noted the contents of the report. 

13.
TENDER OF THE INTERNAL AUDIT CONTRACT
Submission
The Executive report AC 319 providing proposals on the tender of the internal audit contract was delivered.

Discussion

LPFA’s Internal Auditors left the room during these discussions.

The GLA is planning to implement another framework agreement for Internal Audit Services and the risks and benefits of LPFA’s participation were discussed. The main risks were whether LPFA would be seen as an insignificant contract compared to the other potential parties to the framework, and whether there was the possibility of LPFA changing both its Internal and External Auditors at the same time. The legalities of contracting past the end of the framework were also considered.

Committee were keen to extend the current contract with PwC and to assess whether the GLA framework would also include External Audit Services.

Decision;
[1]
Committee considered the options set out in the paper

[2]
Committee supported the recommendation to extend the current contract for one year but then to reassess the position. There is also the possibility of a further one year extension to the current contract.


ANY OTHER BUSINESS

There were no training needs identified during the meeting.
Items for future agendas will be incorporated into the work plan

The next meeting was confirmed as 30th November 2010.
REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st January 2010 to 30th June 2010.


The Contracts Register was formally noted and signed.

Signed for submission to Board in draft form:

7.10.2010
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